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This is . final adverse determination as to¢ your exempt status under sec*io
501{c)}(3) ¢f the Internal Revenue Code. .o -

Qur adverse determination was made for the following reason(s):

You do not qualify for exemptiom from Federal income tax undex ths provisions
of section 301(c)(3) of the Coda becausa you sre orccuized and opersted primsrily
to sell books and literaturs to churchas. You are not-organized ané cperated
exclurively for charitabls or educational or religious purposes as deserided under
section 501(c)(3) of tha Code.

Contributiors w. your erganization are not deductible under Code section 170.

You are required to file Federal income tax returns on the form indicated above.
Based on the financial information you furnished, it appears that returns should be
filed for the above years. You should file these returns with your key Distriect Director,
EP/EQC Division, within 30 days from the date of this letter, unless a reques: for an
extension of time is granted. Processing of income tax returns and assessmeni ¢f any
taxes due will not be delayed because you have filed a petition for declaratory judgmenti
under Code section 7428. You sheuld file returns for later tax years with the appropriate
service center shown in the instructions for those returns.

If you decide to contest this determination under the declaratory judgment
provisions of Code section 7428, a petition to the United States Tax Court, the United
States Court of Claims, or tho distrint court of the United States for the Distrioct of
Columbia must be filed within 90 days from the date this determinat:ion was mailed to you.
Contact the clerk of the appropriate court for rules for filing petitions for
declaratory judgment.

(ovan)
Cleveland Appeals Office -
P.0.Box 99189
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We will notify the appropriate State officials of this action, as required by -
Coda section 6104(c).

If you have any questions, please contact the person whose name and talephone
number are shown in the heading of this letter. ~

Sinceraly yuars,

[ ]
Chiaf, Appeals ffice

-
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Internal Revenue Service - pepartement of the Treasury

Distvict P,0, Box 2508
Director Cincinnotiy OH 4520

Person tn Contact?

" —

Refter Reply toi
EF/ED
Dete!

AUG 13 1986

Dear Sir or Hadam:

We haove consicdered your application for recegnition of  evemption Lfram

Federal incowe tsx wunder the provisions of sectior S01(e)(3) of  the
Internal Revenue Code of 1934 and its applicsble Income Tax
Regqulations. Based on the sveilable informstiony we have determined

That yvon do npot qualify for the reassons set forth on Encloscre I.
Consinarating was given to whether you qualify for  pxewtpiion  under
ativer gebsecticns of section LI21{e) of the Code and we have roncluded
thst you o not.

fAs your organization has not established exemplion Trom Federsl income
tauy i1 will be necessary for you to file an arnusl income tax return
an Form 1120 since yor are o corporation, Comtributions to you are
ol deductible wnder secltion 170 of the Code.

I you are in egreement with our  proposed  denials please sign  and
retorn gre copy of the enclosed Form 6018y Consent to Froposed Adverse
Betion. -

dow have the right top protest this proposed deterwmination if  you

believe that it is incorrect, To protestr you shouwld submit 3 written
appensl giving the factsr 18w and other dinformation 1o  support  your
posttion a8 explained in the enclesed FPublication 8922 (Rev. 7830
"Exempt Organivabions Appeal Frocedures for Jrnagreed Issues”. The
spresl west be swbpitied within 30 days from the date of "~ this
letter  and smust  be signed by one of your principal officers. Yau
way request a hesering with a nember of the office of the Regional
Director of Appealse vhern youw file vour apeeal. If e  hearing is

requesteds you will be contacted Lo arrsnge a date for it The hearing
may he held at the Ragional O0fficer ory if you request, at any mutislly
convenient Districl Office. If you are to pe represented by somecons2
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who 13 rnot one of your principal officersy he or she must file 3 wroper
power of attorney and atheruwise quslify urnder our Conterence and
Fractice Requirements 8s set Torth in Section 601,302 of the Statement
of Precedural Rules. See Treasury Department Circular No.o 230,

If yvou do not protest this proposed delermination in a timely mary e
it will be considered by the Intermal Revenwe Service as 2 +Tailurce to
exhaust availsble administrative remedies, Section 7428(bI2) of the
Internal Revermg Code provides in part that?

f declaratory judgement or decrep wnidar this section shall
not bDe .ssuved in any proceeding unless the Tax Courty the
Claims Courty ar the district court ef the United States
fuor the District nf Columbia determines that the orgsnizae-
i involved has exhauwsted administrative remedies avail-
sble 1o it within the Internal Revenue Service.

If we do not hear from you within the time specifieds this will become
our final determination. In that eveni» apprepriate State officialg

Wwill be notified of this zvtion in accordasnce with the srovisions of
section 6104(c® of the Code.

Sincerely vours.,

District Divector

Erclosurcss 3




Ernclosure T

The information submiltted indicates that vouw were forwmed in
#s a nonprotits stocl pasise I Corrorstion. Your Articles of
Irecorporation <iate thal vour purposes gre "To import and distribute
booksy Sumday School materials leafletsy pemphlets and otber related
materials to the Churches sod Sundzy Schools of

.

Your zeplication ttales that your plenned actlivities arel

The sctivities of the
consists primarily in the importing of
witich 2ve slmost exclusively printed in

materials

These woors: namphlets, znd Sundey School lessons have to be
imported in bulk snd then distributed as required to the various

throughout the United States szng Cemddas ™ ~

Secongary activities consist of i Lostributing Biblesr foncordances
Al S 7 Sehool resource material uhich sve purchased in pulb

aned Lhen disbributed ss required Lo Lhe various Ecclesias and
Ecolesigl Sundsy Schools thrauvghout ithe United Stetes and Conads.,
Mailirmge are wsde onn a monthly %38sis on new material and 3 catalogue
iz iszued once 3 yesr. (0wt of print materiale and worksheels are
reproduced ¢ well as Evangelical matevisl.

The Corporation
operating unter
which ts @ registered non-protfit copportation. Due to the gi
and volume and nolti-ecclesial nature of R t-c Goars
of Elders has requested we become a3n independent nos-profit
corporation. -

1 ol at the oresent sctive as 1t is

currently

Additionsl information submitted during the revien of ihe aspplicetion
gisclocerd that the shareholders of the corporation ave

and NG c:ch ot these individusls ownz Mz hsre:z o stoch
with & par value of $1.00. Ho dividends will be paid to ihe
cstockholders,

The steckiholders have voting power regarding the election uf officers
angd dirvectore and policy of the orgsnization.

The plan of markeling and selling the books iz with then to bde primasrily
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Erciosuire T

dictriduted to individual churches and chnurcenh leszders for the purpose
of Sundzy Sctoal Leschningy Evangelicel work snd adult education, This
will e done throwgh a meiling list and catalogue.

The oraganization plans o sell the books 2¢ €lightly asbove cost.  Any
profits derived from tine book sales will be vsed Lo finsnge the
reprinting of curventiy out of grint books and the expansion of
inventory.

Hostl of the materisl the orgsnization sells will be weed by Churcohes
for the teaching of Sunday Scheol for Evengeliuwsl work or for adult
education, Except for a enall cusber of items carried a2 fund raiser
tvee ilensy 211 iteas will nbe vsed by non-profit grgsnizalions in
teaching typwe sctivities,

Tive distritutian i g these psterdnls

LRS-

i strictly = service to
Each one is & T
ron-prnfit corgoreiions snd the msterials are for their use.

03

nostl of 1he work of tihe orgsridzetion 1€ done by people vho are noi
prid for Lheir services, Other swvuoh work as packaging will be done

for

CERU

The oraznization does not do any goublishing of i1ts oun unless the
voapcinting of out of print or currently unuvailesble materiel ig
considered *publishning®,  Hith this eweception, the organizstion siaply
resells publicalions of others.

Erdgets tor N e I svonitted wilh the application show z Il
gercent profit fFactor (g sntaicipated frowm book sales.

Secsinn 301{c) 3 af Lhe Code providess in parts for the exeaption from
Federal income tax of organivations organized ard operated exclusively
for cheritebles religlovs or educstions) purppsess no part of the net
2arnings of which impwres to the benatfit of sny private shareholder or
irpfividoal.

Section 1,53010c2(3)~1(a3) (1) of the Regulations staetes thet in order 4o
qualify under serntion G01(YL3 of the Coder 3m orgsnization must be
both orgeniced and operasted exclosively for pne or mote exempt

PUPrPOSE5 If an organization fails to meet either the organin
nr operstionael teshts, 1Y is rot ewemptl.

ational
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Section 1.501{e)(3)~i(e) (1) of the Regulastions sustes that am organizae-
tion will be regarded as “operaten excluwsively® for one or wmove exenpt
rurposes only 1f 14 engsges primsrily in zelivities which sceomplich
orte ar more of such exempi purpoces specified in section S01(c) (3} of
the Cede, An orjganizetion will not be so regerded if more than en
insubstantial part of its actavities is not in furtherance of an exempt
PUTPOSE,

The regquirement that an organization must be ‘organized and opevated
exclusively for® exempl purposes in order to qualify for exempt status
poens wuwo testse which must be independently catisfied,

Section 1.501 (e} (3 -1(bY (4} of Lthe Fedgulations tequires Lhat an. -
or3anizations assets be permanently dedicated to exempt mureroues.

In Figes Fubiishers Assh. v U.S. 262 F.Supp. 924 an orygnization was

formed for the following purposes?

‘Frintingr puklishingy distribwhing: wholesale and vetsils bLooks

and pamphlets and other publicstions tu prowote Christian cultuyre

and oing s1l)l things necessary thereto to the extent that an

1ndividual would be sble to dos alue Lo promole without profit artss

crativ and trede.”
In Fides, the court held that exemption under section 301(c?(3) he
denied when the taxpayer is being operated for a non-exemplt purpose that
is swhstantial. The purpose in Fides was the publicetion and sale of
religious literastuore :t a3 profit, It Fines were alloweid exemphion: then
every pubilishing house would be entitled 1o an exemption on the Jgrounds
that 1t furthere eduwcation of tne public.

The court further stated that!
"To deny that Fidesy an independent profit-msking publisher of
specialized literatures is operated for 2 business purposer is %o
avoid reality. Havipg no other functions that purpose muarn bDe
ascribed to it notwithstanding sincere Jdisclaimers of any such
intent, Ac the Court o Cloims recognizesy one may enter a business
unwittingly. Having done sor the sttendant responsibiiities musi
be borrne. Irm shorls the tax must be paid,*

-
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I Ampr;can Institute _for Economic Researehr 302 F.24 $39 the court came

to 3 :1m1lar cornclusiang

By the sale of these publications and cervicesy glaintiff has
entered: unwittingly or nois a buginess, ke conclude thet this
business purpose i¢ primary and not ancidental fto any educationsl
purpose which may be gresent. T4t is robt the fact of profits slone
which com@els this conclusiony the plaintiff is also hsnparedr as we
have discussed zbover by the methods it has selected to disseminate
this type of subject matter.® 302 F.2Zd at 928,

s _Foundation_ve U.5¢ 2853 F.2d 200 (194611, cert. den.

the court concluded:

'Tar-exempt statug 36 religiouvs orgenization denied religious
publishing housse. Its sccumulstions from salesr &s conpared with
its enpenditures for religious ingtruaction programsr revealed that
the sale of religious Titeralure wes its primary activitys awnd that
ity in%truchimnal phase wes irncidente) theveto:®

D - ticies of Incorporation &% frticle ITI states that

&
the corporation is grgani-ed on 2 stock bLasisl the sggregate nunmbzr of
shares authorized ic M snd the number of shares jesved ic I

Ar orgenization that is 3 stochk corporation can not meet the
organizations]l requirenents of section S0U{cH{3) of the Cade unless
its charter wrovides!

2) Mo dividends will be paid on the staocks znd

by The stoek cannotl be redesmed 8t a8 price greater wvhan thet
initieglly peid for i1,

There!arey _ does not meet the orasnicetional requirsmanis
of sectior G01(C)(3) of the Code.

's wrimsry activity will he Lthe imporiztions reprinting,
sale and distribotien of religious books to individual chuvches and
nthers at a prafit.

This type of trade or businezs does not meet bLie operaticonsl test of
section S01(e)(3) of tne Come simce it is not 3 religinns or cducations)
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Enclosure I

purzose as dgescribed therein asnd affirmed by the courts in Fides.

Fublishers Assn.y Americen Institute for Economic Ressarch and Scripture
Fress, :

Accordinglys we have concluded that |G - not reet either
the orgerizational or the operational tests of section S01(c){3) of the
Code and exemption is denied,

-
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